Identification of Sickness - Ratio Analysis   103

Fixed Assets / Net Sales
This ratio tells about the turnover of fixed assets. A
high turnover indicates efficient utilisation of fixed assets which
increases the profitability of a firm on the one hand and its
competitive strength on the other by reducing the fixed cost
per unit of output. A low turnover of fixed assets means
under-utilisation of fixed assets.
The ratio is computed by dividing the total book value
of the operating assets by net sales, For calculating the ratio,
fixed assets should be adopted after deducting depreciation.
It is not possible to establish a standard ratio for all
industries. The turnover of fixed assets depends on the nature
of the industry whereas sales are influenced by sales policies
and the position of the firm in the market. Similarly different
depreciation methods followed by different industries limit the
validity of the ratio to some extent. Inspite of the above
limitations, the ratio indicates how efficiently the fixed assets
are being used.
Current Assets / Net Sales
This ratio gives an idea of the turnover of the current
assets i.e., how efficiently current assets are being used.
A high ratio of current assets to net sales indicates a
low turnover of current assets which denotes their inefficient
utilisation. This adversely affects profitability. The ratio
should be studied along with current liabilities to net sales.
Profitability Ratios
Jn these, if profit, is the numerator, net profit may be
taken. Net profit can be arrived at after deducting all opera-
ting expenses, depreciation charges and provision for develop-
ment rebate reserve from operating income. In the case of
small-scale units, the depreciation amount and the development
reserve are retained with the firm. Hence, earnings before
depreciation and interest are taken to calculate profitability
ratios.